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4 Regulatory framework 
♦ Conceptual framework tRJttfUSil 
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Why a regulatory framework () is 

necessary for preparation of financial statements 

I. To ensure that the needs of the users of financial statements 
are met with at least a basic minimum of information. 

II. To ensure that all the information provided is both 
comparable and consistent. 

III. To increase users’ confidence in the financial reporting 
process. 

IV. To regulate the behavior of companies and directors towards 
their investors. 
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♦A typical regulatory structure s *" a 

> National financial reporting standardsg^M^Mcj/fijfly 

> National law WM'feW- 

> Market regulationsTfrfc?i}£$il 

> Security exchange rulesil#^^;i^il 
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v' National financial reporting standards is the fundamental 
part in regulatory structure. 

s What we learn in Financial reporting is not “national”, but 
“international”. That is called International Financial 
Reporting Standard (IFRS) 


IFRS are not enforceable in any 

country. To becoine'ehfbrceabl e, they 
must be adopted by a country's national 
financial reporting standard setter. 
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How does IFRS come out? 

The structure of the its 
regulatory system is as 
below: 


Develop & publish 
IFRS. 


The IFRS 1 

~Z 1 

Foundation! 

IASB 
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Interpretation 
Committee. It interpret 
and provide guides on 
accountina issues. 



IFRS 1C 


Overall 

supervisor body 
for IASB 



Formal advisory 
Committee for 
JASBandJASC 




IFRS AC 
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> International Financial Reporting Standards 
Foundation 

s The supervisory body for the IASB 

s Responsible for governance issues and ensuring each body is 
properly funded. 

Objectives: 

I. Develop a set of high quality, understandable, enforceable 
and globally accepted financial reporting standards ; 

II. Promote using and applying these standards 

III. Bring about the convergence ($||l5|) of national and 
international financial reporting standards. 
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> International Accounting Standards Board 

I. Solely responsible for issuing international accounting 
standards. (Standards are now called IFRSs) 

II. Its intention is to develop a single set of understandable 
and enforceable high quality worldwide accounting 
standards. 

III. IASB can not enforce compliance with its standards. 

IV. It requires the co-operation of national standard 
setters. 


CREATING GREAT OUTCOMES 




KBF 

« t* w s 

> International Financial Reporting Interpretations 
Committee (IFRIC) 

I. Issues rapid guidance on accounting matters where 
divergent interpretations of IFRSs have arisen. 

II. These must be approved by the IASB. 

III. The interpretations cover both 

a. Newly identified financial reporting issues not specifically 
dealt with in IFRSs. 

b. Issues where unsatisfactory or conflicting interpretations 
have developed, or seem likely to develop in the absence 
of authoritative guidance. 


CREATING GREAT OUTCOMES 




KBF 

m t« m & 

> The IFRS Advisory Council (IFRS AC) 

The IFRS AC is the formal advisory body to the IASB and the 
IFRS Foundation. 

Their objective: 

I. Advising the IASB on agenda decisions and 

priorities in the Board’s work; 

II. Informing the IASB of the views of the organizations and 

individuals on the council with regard to major standard setting 
projects; 

III. Giving other advice to the IASB or to the trustees. 
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4 Conceptual framework 

>The contents of conceptual framework 

^The objective of financial reporting 
^The underlying assumption of F/S- Going concern 
^The qualitative characteristics of financial information 
^The definition, recognition and measurement of the 
elements of financial statements 
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>The purpose of conceptual framework 

IASB 
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I. Assist the Board in the development of future IFRSs and in its 
review of existing IFRSs; 


II.Assist the Board in promoting harmonization by providing a 
basis for reducing the number of alternative treatments 

permitted by IFRSs; 


III.Assist prepares of financial statements in applying IFRSs 

and in dealing with topics which are yet to be covered in an 
IFRS. 


IV.Assist national standard-setting bodies in developing 
national standards. 


V. Assist users to understand the reported financial information. 

VI. Assist auditors when they are forming an opinion as to 
whether FSs conform with IFRSs. ffiswi+msssm 
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Which of the advantages below is NOT a likely advantage of the global harmonisation of 

. . , .. (b 

accounting standards? 


A Greater comparability between different firms 
B Greater ease for preparing consolidated financial statements 
C Easier for large international accounting firms 
D Greater compatibility with legal systems V 
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> Underlying assumption-Going concern 

The going concern basis assumes that the entity has neither 
the need nor intention to liquidate or curtail materially the 
scale of its operations in foreseeable future. 


CREATING GREAT OUTCOMES 




>The qualitative characters of financial information 

^Fundamental qualitative characteristics 

a. Relevance 

© predictive value 

(2) confirmatory value 

(3) material (threshold quality) 

@ timely 

b. Faithful representation (completeness, neutrality and free from 




substance over form 


error), 

> Enhancing qualitative characteristics 

a. Comparability Rltbli 

b. Verifiability bJ ilE 14 


objective 


c. Timeliness S.Bt'1'4 

d. Understandability rJII$?14 
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Example 

Which of the following is an example of following the principle of faithful 
representation? 

A Showing l ease payments as a rental expense 

B Being prudent by recording the entire amount of a convertible j oan a s a liability 
C Creating a provision for staff relocation costs as part of a planned restructuring 
D a/ Recording a sale and repurchase transaction with a bank as a loan rather than a sale 
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Elements of 
financial 
statement 
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✓ Assets 
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I. Resources controlled by the entity 
.As a result of past events 

.From which future economic benefits are expected to flow to 
the entity. 

✓ Liabilities 

I. An entity ' s present obligations 
.To transfer economic benefits 


.As a result of past transactions or events . 

✓ Equity interest 

the residual amount found by deducting all liabilities of the 
entity from all of the entity's assets. 
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^Income 
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Cr. in 
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I. An increase in economic benefits during the accounting 
period in the form of inflows or enhancements of assets or 
decreases in liabilities. 

II. Transactions that result in increases in equity, other than 
those relating to contributions from equity participants. 

Dr : 

s Expenses ct - 

I. Decreases in economic benefits during the accounting 

period in the form of outflows or depletions Wife) of 

assets or incurrence of liabilities 

II. Transactions that result in decreases in equity, other than 
those relating to distributions to equity participants. 
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>Key points in Recognition of the element 

I. It meets the definition of an element of the financial 
statements. 

II. The amount can be measured with sufficient reliability 

III. there is sufficient evidence of its existence, which means the 

cash inflow or outflow is quite probable. 
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>Prmciples-based Vs Rules-based system 

^Principles-based (used by IASB) 

I. Based upon a conceptual framework such as the IASB 
framework. 

II. More flexible but requires judgment and interpretation which 




III. lt avoids ‘fire-fighting’, where standards are developed in 
responses to specific problems as they arise 

IV. lt allows preparers and auditors to deal with complex 
transactions which may not be specifically covered by an 
accounting standard 

V. Principles-based standards are thought to be harder to 
circumvent 
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^ Rules-based (cookbook approach, used in the US) 

I. Relies on a series of detaijedjules or accounting requirements 

that prescribe how financial statements should be prepared. 

II. Less flexible, but more comparable and consistent 

III. Accounting standards are a set of rules which companies must 
follow. 
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